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NDEVELOPED farm land available for settlement at 


the present time in the United States consists mainly 
of three broad classes: 

1. Semiarid treeless lands suitable for grazing, for dry 
farming, or for irrigation. 

2. Forests and cut-over lands that lie principally in 
three well-defined regions — the Great Lakes district, the 
southern pine district, and the Pacific Northwest. 

3. The wet lands scattered along the seashore in tidal 
flats, along the valley flats of rivers, and in the glaciated 
area in the northern part of the country. 

The amount of capital required to reclaim, develop, and 
equip a farm in any of the different regions, and the length 
of time required to bring the farm to a paying business, 
vary as the conditions vary. 

This bulletin attempts to suggest the amount of capital 
needed, what it is needed for, where and how credit for pur- 
chasing a farm may be obtained, the terms on which money 
may be borrowed, and the value of accumulating informa- 
tion and experience as well as capital. 


Washington, D. C. January, 1924 
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INTRODUCTION. 

THE PROSPECTIVE SETTLER on undeveloped land should 
know before he undertakes the enterprise what it will cost to 
bring his farm to the point where it will be a going concern. A 
certain amount of cash is usually required for the initial payment on 
the land; there must be a constant and steady supply of money or 
credit to pay for food, clothing, and necessary incidentals for the 
family; the land itself must usually be reclaimed by clearing, drain- 
ing, irrigating, or fertilizing; 1 the necessary buildings must be pro- 
vided; work animals, cows, pigs, and chickens, as well, as tools and 
implements must be purchased; and a definite sum of money must be 
reserved for operating expenses. Usually all of these conditions 
must be met before the farm yields any cash income other than per- 
haps a little return from the sale of milk and eggs. If the farm is 
located in the cut-over section, some income may be derived from the 
sale of wood from second growth timber and stumps. 

CAPITAL NEEDED. 


A survey made in 1919 among settlers in the northern cut-over 
regions indicates that the settler should take into that country a capi- 
tal of not less than $1,500 in cash or chattels over and above what 
he has paid on the land. This amount does not include the indebt- 
edness ne has assumed for the remainder of the purchase price. If 
he starts on a "made-to-order" farm, where certain improvements 
are prepared for the settler, he may require less ready cash or credit. 
There are instances of successful settlers who have started with less 
than $1,000 and even less than $500, but it is believed that the chances 
are against one who starts with less than $1,500. 


1 For cost of reclamation see Farmers' Bulletin No. 1271, Farm Lands Available for Settlement. 
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In the southern cut-over region the settler can perhaps manage 
with a little less capital because the cost of clearing is usually lower, 
except in the wet areas where clearing and draining are both neces- 
sary, and the winter season is shorter. However, this lower cost is 
partly offset by the larger necessary expense of commercial fertilizer 
and by the frequent lack of opportunity to earn money away from 
the farm. 

Dry-farming and stock-raising homesteads commonly require a 
capital of $2,000 to $2,500 to subdue and stock the land and carry 
the farmer or rancher until he can turn his produce into cash. The 
time required to realize cash returns from ranching is longer than 
that required for crop farming. The initial expense for livestock, 
wells, fences, and other equipment, in the case of a ranch sufficiently 
large to maintain a family in normal comfort, is higher than for a 
crop farm. If the settler is working an enlarged homestead by dry- 
farming methods, he must bear the extra expense of caring for fallow 
fields and the expenses of the large unit area required for these 
methods. 

The capital required for an irrigated farm varies with the size and 

{)rice per acre of the farm, the amount of work necessary to fit the 
and to be watered, and the intensity of the farming undertaken. 
The approximate cost of lands, construction charges, and annual 
operation and maintenance charges should be considered. As a 
general thing, it may be assumed that the cost of unimproved land 
will be from $20 to $150 per acre; in some cases the purchase price 
may be above $200. 

The cost of construction under most systems is from $40 up per 
acre and is payable usually in equal annual installments of $4 to $6 or 
even more per acre per annum. Construction costs are usually not 
paid until after the end of the fifth year on United States reclamation 

Srojects and not until after the end of the tenth year in irrigation 
istricts. The annual operation and maintenance charge is rarely 
less than $1 per acre and is frequently much higher. The operating 
expenses and charges will probably take practically all that the ordi- 
nary fanner can earn from his irrigated farm during the first years 
of operation. Therefore the cash capital should be sufficient to buy 
the land outright and to improve and equip it. The chances are 
against the man who must carry heavy deferred pp.yments and in- 
terest charges for the land itself in addition to the burdens of culti- 
vation, improvements, and charges. 

In a study made in 1919 among crop farmers in northern Wisconsin 
the store accounts of between 300 and 400 settlers, and the opinions 
of a great many merchants and farmers, show that the majority of 
settlers spend during the first year about $300 for groceries other 
than milk and butter and about $100 for clothing and other more 
or less incidental expenses. The second year the farm contributes 
more to the family living and the amount of actual cash or credit 
may be cut to about $150. The third year, if the farm is skillfully 
managed and conditions are good, the family expenses can be made 
to break about even with the income from the farm produce. At 
the present time the increased cost of all things purchased and the 
low price received for things sold from the farm will cause a marked 
increase in the above amounts required for family living and for 
operating expenses. 



4 


Farmers 9 Bulletin 1385. 


Figure 1 shows the average value of farm land per acre in the 
United States, estimated by counties, according to tne figures of the 
census of 1920. The value of land not in farms was not included in 
making the average. By studying this map in conjunction with the 
maps in Farmer's Bulletin 1271, Farm Lands Available for Settle- 
ment, the prospective purchaser may roughly estimate the price he 
will have to pay for his farm land. The lands of highest value in 
the western section are under irrigation. Much of the cheapest land 
in the northern cut-over region and near the Gulf of Mexico is unde- 
veloped and must be cleared or drained or both before it can be 
cultivated. Large areas » of cheap land in the West are suited only 
for grazing and have a small carrying capacity. 

The map in Figure 2, prepared on the basis of statistics in the 1920 
census, shows the value of the capital represented by individual farms 
averaged by counties. The prospective settler who contemplates 
purchasing m any particular part of any State may roughly calculate 
the amount of cash and credit he will need to purchase, stock, and 
equip an improved farm. If he wishes to make a farm out of the 
wilderness he should recognize the fact that to the purchase price 
he must add time, labor, and money for improving the land until 
the total approximates the average value of the farms already oper- 
ating in the region. In central Illinois farm values average $50,000. 
This is due not only to a high valuation of the land but also to good 
buildings, improvements, stock, and equipment. The farms are not 
of unusually large area, but a combination of fertile soil and favorable 
conditions of climate and markets result in high average valuation. 

Farms, or more strictly speaking ranches, in southwestern Texas 
have the same average value as those of central Illinois. However, 
conditions are widely different. A very extensive area of land and 
large numbers of livestock are required to operate a paying business. 
The land itself is much cheaper than that in central Illinois, but the 
operator must control many times the area in his farm unit. The 
value of buildings, work animals, and farm machinery is very light. 
A heavy investment is required for grazing animals, fences, and 
watering facilities. Three thousand dollars is not an unusual price 
to pay for boring one well and installing the necessary pumps, engines, 
troughs, and pipes. The purchaser who intends to inaugurate a 
paying grazing business in that part of the country must control 
sufficient capital to purchase or lease a large area of land, two or 
three sections or more if possible, to provide wells, pumps, engines, 
tanks, fences, and a herd that will yield an increase sufficient to meet 
running expenses and payments on the land. Conditions and cus- 
toms are not favorable for starting with a very small unit and grad- 
ually enlarging the business. In addition to the two or three sections 
of land the rancher must have a herd of at least 40 or 50 head of 
breeding stock at the beginning. All this requires a relatively large 
initial capital. 

Southern California shows another area of farms with an average 
valuation of over $50,000. Farm units there are usually small but 
practically all cultivation is done under irrigation. Without doubt 
also the selling price of land is high because of the popularity of 
southern California as a residential section. Irrigation, water rights 
and maintenance fees are expensive, and intensive cultivation always 
requires considerable operating capital. This combination results 
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in a maximum valuation on the farm units. Since the average 
farm is valued at $50,000 it is a very likely conclusion that that 
amount represents the amount of cash and credit that the purchaser 
should have to begin in that section. 

There are many sections in the South and East where farm prop- 
erty valuation is moderate and where reasonable returns may be 
expected. 

IMPORTANT CONSIDERATIONS IN PURCHASING. 

Is the land worth the price asked for it ? Can the land be made to 
pay for itself within the working years of the purchasers 7 lifetime? 
The prospective settler should exercise great caution not to hamper 
and impede his progress by burdening his farm with an inflated 
purchase price. Agricultural land taken year by year, the good 
with the bad, in many sections of the country does not yield more 
than 3 per cent on the money invested. 

VALUATION. 

In purchasing an undeveloped farm the settler must recognize the 
fact that the era of free or very cheap first-class land has passed. 
The money which would have bought a farm 20 years ago is now 
absorbed in the first payment. Dr. H. C. Taylor has said: "In the 
future ■ * * * the new additions to the supply [of land] will 
either be expensive to bring under cultivation or infertile when 
brought into use. This means that the new increments of supply 
will yield less per dollar of expenditure upon them." 2 

To the purchase price of the land must be added the cost of recla- 
mation and improvements. If the sum total is large and the pro- 
ductive value of the land is low for several years, the settler will have 
great difficulty in making his farm pay for itself or in keeping it from 
absorbing his wealth without yielding returns. At the same time, 
a few dollars difference in price should not prompt a man to buy 
poor land. The value of poor land is sometimes more inflated than 
that of good land. "The paying of a price for farm land beyond its 
worth as a basis of farming operations is not so serious a matter for 
the purchaser who is able to pay cash for the land." 3 If he lives 
on the farm he is assured of shelter and at least a part of his living, 
and, if he can pay his taxes, no one can take it away from him, even 
though he must accept either no return on his money or a very low 
rate of interest, besides running the risk of being unable to sell for a 
price equal to the purchase price. 

But it is a different matter for the man who buys with borrowed 
money and expects the land to support his family and pay back the 
debt with interest. He soon realizes that he has paid a price for his 
land that can not be earned back in farm produce and that eventually, 
in failing to meet his payments, he stands to lose the capital he has 
put into his farm as well as his time and labor. 

Much of the raw land now on the market has belonged to private 
individuals or to corporations and has laid idle for few or many 


2 Taylor, H. C: Agricultural Economics, p 91. 1920. 


» Ibid., p. 213. 
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years. The market price asked for these lands is frequently calcu- 
lated with a view to covering back to the seller the carrying charges 
for the period of idleness and the cost of selling. The actual pro- 
ductive value of the land frequently plays but a small part in deter- 
mining the price asked for it. In a survey made among a large 
number of settlers in northern Minnesota in 1918/ it was found that 
one of the bitter complaints of the settlers was the high price of raw 
land and the pernicious activities of those who were selling the land 
from the point of View of the speculator. The careful purchaser will 
ascertain what he can get out of a piece of land in crop production 
and will gauge the price he should pay for it accordingly. 

It is a well-recognized fact that there are large risks m developing 
new country; there are unknown conditions that can be learned only 
through experience. The man who is buying a tract of raw land for 
a home should be able to purchase the land at a price that may be 
considered a bargain to offset the risks involved. 

INITIAL PAYMENT. 

Another important consideration in financing the purchase of the 
farm is the amount of the initial payment or the cash-down payment 
on the land. This initial payment should bear a direct relation 
to the amount and sufficiency of the operating capital; to the number 
and amount of the annual or partial payments, or, stated otherwise, 
to the length of time required to pay out on the farm; to the total 
of all interest to be paid annually on the indebtedness; and to the 
amount of returns that may be expected from the outside investment 
of any surplus capital. 

If the purchaser is buying with a limited amount of cash and 
credit one of his first problems will be an economical division of his 
funds between the cash payment on the land and a reservation for 
improvements, equipment, and operating capital. Frequently the 
chances of success are dependent upon this division. The inex- 
perienced purchaser is not likely to realize, unless his attention is 
called to the fact, that he will need a considerable sum of money 
or an equal amount of credit to. support his family and to operate 
his farm during the production of at least one crop. It has been 
pointed out that "for a beginner in the farm business the amount in 
cash should exceed that ordinarily used by a farmer in a well-estab- 
lished business, as more funds are needed in getting started than 
later when the business is well established." 5 On raw land requiring 
expensive reclamation before it can be used as a basis of farm opera- 
tions, it is especially important that the buyer have as large a per- 
centage of his capital available as possible to carry out the processes 
of clearing, draining, ditching, or whatever is needed to subdue the 
land. 

It is the policy of many land dealers and land settlement companies 
to adjust the demands for a cash payment to the available cash or 
property in the hands of the purchaser. Cases are on record where 
even the odd cents in the bank accounts of the buyers have been 
asked for. The result is that the buyer goes to the raw land almost 


* Peck, Francis W.: Experiences of Northern Minnesota Settlers, University of Minnesota Agricultural 
Experiment Station, Bulletin 180. 
6 Thomson, E. H.: Farmers' Bulletin 1088. Selecting a Farm. 
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empty handed. He is unable to buy stock, tools, seeds, or fertilizers, 
or to carry out necessary improvements. Because of this condition 
numerous instances are on record of farms that have been occupied 
by a succession of two, three, or even four purchasers, who, one after 
the other, have been forced to abandon the farms. Before agreeing 
on the amount of cash payment the settler will do well to estimate 
carefully what it will cost him to put into working condition enough 
land to bring in some income and then to reserve a sum for his work- 
ing capital sufficiently large, when added to what he can earn away 
from the farm without crippling its development, to be sufficient to 
cover improvements and operating and living expenses. What is 
left of his capital may go into the cash payment of the land. 

The selling company is well secured because the land is increasing 
in productive value during the time the settler devotes his labor to 
its improvement. If the amount which the purchaser has for the 
cash payment does not meet the demands of the seller, then, under 
most circumstances, it is best to delay buying until more cash or 
property has been accumulated. There should be capital enough 
to make a reasonable initial payment after reserving the operating 
capital. It is generally conceded to be poor business to buy a farm 
with the entire value covered by debt. Sometimes, however, when 
the value of the farm is small, and especially when the purchaser has 
an opportunity to earn money by outside labor for the support of his 
family and meeting his payments, it may be possible for the settler 
to succeed in paying for land for which only a small initial payment 
has been made. Under such conditions it is important to purchase 
from a seller known to be fair and liberal in the matter of making 
extension when the settler finds it impossible to meet a payment. 

If the purchaser is so situated that he can make a large cash pay- 
ment he will be able either, to reduce the amount of the partial pay- 
ments on the remainder of the debt or to shorten the length of tlie 
mortgage period and thereby save materially in the total interest 
paid. 

If the farm to be purchased is already developed and ready for crops 
and pasture the buyer has an opportunity to calculate roughly the 

J early income that may be expected from its operation. He should 
now approximately what it will cost him to live each year and the 
number of years he is willing to work to make the farm pay for itself. 
The initial payment should then cover enough of the purchase price 
so that the remainder can be met by. the net profits of the farm in the 
number of years alloted to the wiping out of the mortgage. 

A study of certain areas of the United States for which published 
farm surveys were readily available was made in 1921 to show the 
size of initial payment that would be required if a given farm is to 
pay off the mortgage in a given length of time from its own income. 
We wish to direct the attention of the reader to the fact that the 
surveys studied were for restricted areas only and do not represent 
the entire State in which they were made. The areas surveyed were 
originally selected for studies in farm management because they were 
typical of certain localities or of certain types of farming. The values 
and incomes were based on conditions as they existed at the time of 
surveys, the dates of which are given in the table. This material was 
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used in this study because it contains the most reliable data already 
assembled that contain both average capital per farm and net farm 
income. 

Table l.—The average percentage of farm capital that must be paid at time of purchase to 
amortize farm mortgage in 10, 20, or 30 years when no money, $800, or $600 is used 
annually for family expenses. 1 


Time to amortize farm mortgage. 


10 years. 
20 years. 
30 years. 


Per cent. 
42.1 
16.3 
8.1 


Per cent. 
57.9 
37.3 
28.5 


1 Stewart, George: "Size of initial payment required to permit purchase of a farm in a given length of 
time." Journal of Farm Economics, Vol. 3, No. 3, July, 1921. 

According to Table 1 the purchaser who wishes to pay out his 
indebtedness in 10 years from the income of the farm, and who must 
retain $600 a year from farm income for living expenses, must have 
accumulated a little more than three-fourths of the entire purchase 
price, 75.4 per cent, to pay in as an initial payment. If he can get 
along with $300 a year for expenses he may reduce his initial payment 
to a trifle less than three-fifths of the purchase price, 57.9 per cent. 
If he can turn the entire income of the farm into the payments on 
the debt he will need a little over two-fifths of the purchase price, 
42.1 per cent, for an initial payment. As the initial payment de- 
creases the time must be extended. 
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Table 2 was made to show the size of the initial payment required 
to pay for a farm within a given length of time under different 
circumstances. 6 

The average capital represented per farm in each section were 
compiled, together with the average yearly net income and the pre- 
vailing rate of interest. The table snows how the amount deducted 
from the income for family expenses and the size of the initial payment 
affect the length of time required to pay for the farm. 

There is no place in the 30 regions surveved where on the basis of 
the indicated income and farm capital the farmer could start in debt 
for the entire purchase price of the farm, use $300 annually from the 
farm income for family expenses and pay out in 10 years' time. 
There are only five regions, Chester County, Pa., Sumter County, Ga., 
Frederick County, Md., and Hillsboro and Polk Counties, Fla., 
where he may start with no initial payment and pay out in 20 years, 
and only seven regions, Tompkins County, N. i ., and Monmouth 
County, N. J., in addition to the five listed above, where he can pay 
out in 30 years. If he deducts $600 yearly for family expenses tnere 
are only three regions where he can pay out in 20 years and only 
three where he can pay out in 30 years. 

If he is obliged to use $300 for expenses and wishes to pay out in 
10 years he must have accumulated sufficient cash capital to permit 
him to make an initial payment varying from $1,562 in Hillsboro 
County, Fla., to $36,141 in the Palouse area in Washington and 
Idaho. In other words he must be a fairly rich man when he begins 
to purchase the farm and then must work 10, 20, or 30 years longer 
before he can wholly amortize the debt, even if he keeps his family 
expenses within $300 per year. This $300 must cover everything 
not furnished by the farm, for example, medical, drug, and hospital 
expenses, clothing, church, education, travel, gasoline, etc. However, 
$300 would not go very far, and the standard of living that would be 
possible would necessarily be low. Even $600 per year per family 
w ill not purchase much amusement and education, or many luxuries. 
Will a man who is sufficiently affluent to make an initial payment 
of $23,350 on a $63,926 farm in Tama County, Iowa, be willing to 
hold his family to $600 per year and work 20 years to free his farm 
from debt ? 

It is interesting to note that in all the surveys made since 1919, 
that is, since the close of the World War, the initial payment must 
equal about 50 per cent of the purchase price of the farm in order to 
amortize in 10 years, with the exception of Hillsboro County, Fla., 
and Frederick County, Md. 

The median amount necessary for the initial payment in order to 
amortize in 20 years if $300 is deducted for expenses is $5,472. Not 
many farmers, starting at the beginning, succeed in accumulating that 
much capital before they are 30 years old. Add to this age the 20 
years necessary to wipe out the debt and the farmer would be 50 
years old before his farm is cleared of indebtedness. If he must pay 
out $600 the median amount is $8,209. At what age will the farmer 
have accumulated sufficient to enable him to make this payment on 

6 This table is compiled in part from the data included in the article " Size of initial payment required to 
permit purchase of a farm in a given time," Tables 1 and 2," by George Stewart, in Journal of Farm Eco- 
nomics, Vol. 3, No. 3, July, 1921. Nine additional surveys were added to bring the data more nearly up 
to date, and the names of counties in which the surveys were made and the dates of the surveys were incor- 
porated: in the table. 
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his farm ? How old will he be after he has worked 20 years to free 
his farm from debt ? If he purchases under these conditions he must 
reconcile himself to spending the best part of his life paying foi* his 
land. The median amount necessary for the initial payment in order 
to amortize in 30 years, if $600 is deducted each year for expenses 
is $7,432. He will do well if he has accumulated this amount at the 
30 years of age. Then add 30 years more before the debt is amor- 
tized and the farmer would be 60 years old when his $14,636 farm is 
his own and unencumbered. 

According to Table 2 the region that requires the largest initial 
payment in order to amortize in 10, 20, or 30 years is the Palouse 
area in Washington and Idaho, followed by the Blackhawk, Tama, 
and Grundy Counties, Iowa. The easiest region in which to pay for 
a farm is in Polk County, Fla., where a $44,813 farm may be paid 
for in 20 years without any initial payment and allow $600 per year 
for family expenses. However, this is a citrus region and the crop 
is highly specialized, and it is not likely that a seller could be found 
who would sell his farm under these conditions. Furthermore, the 
hazards of fruit and vegetable production are always great. The 
figures in the table are for 5 years only and it is probable that during 
the 20 years in which the farm is to pay for itself, the farm income 
may vary from that used in the calculation. 

If the data in the table are reliable the man who wishes to purchase 
a farm and get it paid for before he is an old man must have accumu- 
lated sufficient money to pay a sizable percentage of the purchase 
price at the time of purchase. 

However, the conclusions suggested by Table 2 should not be 
applied indiscriminately to undeveloped farming regions, for the sur- 
veys on which the table is based were generally made on farms that 
were already going concerns in well developed regions. No data are 
available for undeveloped regions. Considerable capital in the way 
of equipment, stock, and improvements have been accumulated on 
these farms that would likely be dispensed with by people who are 
struggling to reduce mortgages on the land. In some of the areas or 
districts for which data are included in the tables the improvements 
represent the labor of more than one generation and it may be ques- 
tioned whether they could be reproduced at a cost equivalent to their 
present value. 

The years in which the above surveys were made also have much 
to do with the results. Land values and the appraised value of stock 
and equipment vary from year to year. This is shown by the two 
surveys for Washington County, Ohio (Table 2) . The study involves, 
more or less, a theoretical calculation in which the investigator takes 
the average capital valuation for a selected number of farms, finds 
the average farm income, and then assumes the purchase of the aver- 
age farm with the average farm income and the amount of initial 
payment that would be required if the farm were to be paid for in a 
given length of time under certain conditions. Of course the man 
who has superior ability or special opportunities may do better than 
the average. Furthermore, m the figures on farm income employed 
above, value of unpaid family labor has been allowed for as expense. 
To allow for this item would make the job of paying for a farm appear 
somewhat easier. 
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Furthermore, the value of real estate in these farms is fixed after 
it has been brought to a state of cultivation and represents the mar- 
ket value of land in a developed region. It does not apply to raw" 
land being brought to a state of productivity in an undeveloped 
region. The purchase price of such land may represent only a small 
part of the eventual value of the land. On the other hand it is possible 
that the soil, climate, market, and other economic conditions that 
will develop in these now undeveloped regions may in time prove 
to be such as to demonstrate that the " eventual value of the land" 
will be less than the purchase price. Such instances are not uncommon 
in some of the dry farming regions. The purchase price of raw land 
is so small in comparison with developed land that the same amount 
of capital will make a much larger percentage of the total price of the 
former than of the latter. For instance, a farm in central Illinois of 160 
acres, valued at $250 an acre, has a purchase price of $40,000. A 
tract of 160 acres, say, in the cut-over section of northern Wisconsin, 
valued at $25 per acre, has a purchase price of $4,000. If the pur- 
chaser has available $2,000 to make a cash payment the sum will 
amount to 5 per cent of the purchase price of the farm in Illinois, but 
will amount to 50 per cent of the purchase price of the land in the 
cut-over section in Wisconsin. 

The improvement and the development of the raw land will in time 
cost an expenditure of labor and money that will equal a much larger 
sum than the purchase price of the land, and may exceed the value 
of the developed land, but this can not be calculated in figuring the 
initial payment necessary to allow for complete amortization oi the 
purchase price in a given length of time from a given income. It 
may be pointed out that the income from a farm in process of develop- 
ment is little or nothing during the early period of occupancy, while 
the income from a developed farm in Illinois is very likely to be large. 
This is true, but it is also true that an undeveloped farm may not 
require the entire time of the operator and the income may be aug- 
mented to. a certain extent by outside labor, while the family labor 
takes care of the farm. The difference in interest charges between 
the higher priced farm and the undeveloped farm will more than 
equal the partial payments on the undeveloped farm. 

The total of interest to be paid from the earnings of the farm is an 
important consideration ana is directly related to the size of the 
initial payment, or conversely, to the amount of the debt after the 
initial payment. The following compound interest table shows the 
sum to which a principal of $100 will mcrease at interest compounded 
annually at the end of every 10 years up to 70 years (Table 3). 
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Table 3. — Compound interest table. — The sum to which a principal of $100 will increase 
at interest compounded annually in one to seven decades at specified rates of interest per 
annum. 


Amount of accumulation. 


10 years. 


20 years. 


30 years. 


40 years. 


50 years. 


) years. 


$105. 11 
110. 46 
116. 05 
121. 90 
128. 01 
134. 39 
141.06 
148. 02 
155. 30 
162. 89 
170. 81 
179. 08 
196. 72 
215. 89 
259. 37 


$110. 49 
122. 02 
134. 69 
148. 59 
163. 86 
180.61 
198. 98 
219. 11 
241. 17 
265. 33 
291. 78 
320.71 
386. 97 
466.09 
672. 75 


$116. 14 
134. 78 
156.31 
181. 14 
209.76 
242.73 
280.68 
324.34 
374.53 
432.19 
498.40 
574.35 
761.22 
1,006.26 
1,744.94 


$122. 08 
148. 89 
181.40 
220.80 
268. 51 
326.20 
395. 93 
480. 10 
581.64 
704.00 
851.33 
1,028. 57 
1,497.44 
2,172.45 
4,525.92 


$128.32 
164.46 
210.52 
269. 16 
343. 71 
438. 39 
558.49 
710.67 
903.26 
1, 146. 74 
1,454.20 
1, 842. 02 
2,945. 70 
4,690.16 
11,738.08 


$134.88 
181.66 
244.97 
328. 10 
439. 98 
• 589. 16 
787. 81 
1,051.96 
1,402.74 
1,867. 92 
2,483.97 
3.298.76 
5,794.64 
10, 125. 71 
30,448. 16 


The prospective purchaser may easily estimate how much he saves 
on every $100 debt-free cash or trade he can put into the purchase of 
his farm. At 6 per cent interest, an increase of $100 in the initial 
payment may make the opportunity to save $79.08 in interest at the 
end of 10 years, $220.71 at the end of 20 years, or $474.35 at the 
end % of 30 years. If the initial payment can be increased by $1,000 
the saving will be just 10 times as much or $791 at the end of 10 
years, $2,207 at the end of 20 years, or $4,743 at the end of 30 years. 

Should the settler be fortunate enough to possess a considerable 
amount of cash capital he may find it to his advantage to reserve a 
portion of it and put it in some safe investment that pays a good 
rate of interest rather than to put the entire sum into an initial pay- 
ment on the purchase price of the farm. After investigating the 
situation he can estimate the probable income of the farm and then 
leave enough of the purchase price unpaid so that the income, after 
deducting living and improvement expenses, will meet the amortiza- 
tion payments. Developing a farm in the wilderness is more or less 
of an experiment and the outcome may be in doubt all through the 
pioneer stage. The settler is apparently better secured if a part of 
his capital is in some investment that will earn a higher rate of 
interest than the farm may be expected to earn for several years, 
and approximately as high a rate as the settler must pay on his 
indebtedness. The cash income from the investment may also be 
applied on the operating capital until the farm is developed. The 
amount of the investment, and from it the amount of cash income, 
up to the sum equal to the purchase price of the farm, depends upon 
the amount of cash capital deducted to make the initial payment. 

PARTIAL PAYMENTS. 

Still another important point to be considered by the prospective 
purchaser of a farm is the annual payment and interest on the farm 
indebtedness. Will the farm support the family, pay its own ex- 
penses, and still produce a surplus sufficient to meet the annual 
payments ? For how many years is the purchaser willing to work and 

63590°— 24 3 
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save to make annual payments ? How long will it take him to de- 
velop a farm from raw land to the stage where it will earn a partial 
payment each year ? If he has no experience and but little knowledge 
of farming how long will it take him to become sufficiently expert to 
clear his payment each year? Can he afford to make small install- 
ments over a long period of years at the expense of a large sum total 
of interest ? Can he afford to save interest and acquire ownership 
in a short time at the expense of crippling or mining his farm and 
stinting his family ? These are all more or less vital problems that 
should be faced squarely by the purchaser with limited means. 

The figures in Table 4 taken from the census of 1920 show a slight 
increase in tenancy and a decrease in the proportion of owner- 
operators during the last two census decades. 


Table 4. — Percentage of farms operated by owners, managers, and tenants. 


Year. 

Owners. 

Managers. 

Tenants. 

1920 

Per cent. 
60.9 
62.1 
63.7 

Per cent. 
1.0 
.9 
1.0 

Per cent. 
38.1 
37.0 

35.3 

1910 

1900 



Some writers have attributed the decrease in the proportion of 
farms operated by owners to the increasing difficulties m the way of 
paying for a farm from the earnings of the farm itself. It is by no 
means impossible to make a farm pay for itself, but the process is no 
longer a flash-in- the-p an affair. Under present economic conditions 
with low returns from agriculture most purchasers must reconcile 
themselves to a long steady effort with regular partial payments 
extending over many years. This situation has long been recognized 
in the older countries of Europe. In 16 European nations, where 
long-time farm mortgage credit laws have been passed, the purchaser 
has been allowed to spread his payments over 52 years before the 
debt is canceled. In Ireland the purchaser is allowed 68J years in 
which to pay off the debt. 

Tables 5, 6, and 7 show the annual partial payments that must be 
paid each year to amortize a debt under different conditions of time 
and of interest rates. The tables are calculated for debts of $500, 
$1,000, $1,500, $2,000, $2,500, $3,000, $3,500, $4,000, $5,000, $6,000, 
$7,000, $8,000, $9,000, and $10,000 at interest rates of 5, 6, 8, and 
10 per cent for terms of 10, 20, and 30 years. 7 


7 Formula used in calculations R= — * — -. R=annual payment, A=debt, i=interest rate, and 


n=number of annual payments. "Can farms of the United States pay for themselves?" by George 
Stewart. Journal of Farm Economics, Oct. 1920, p. 177. 
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Table 5. — Annual 'partial payment necessary to amortize debts in 10 years at specified 

interest rates. 


Debt. 

5 per cent. 

6 per cent. 

8 per cent. 

10 per cent. 

$500. 00 

$64.75 

$67. 90 

$74. 52 

$81.28 

1,000.00 

129.50 

135. 86 

149. 05 

162. 89 

1,500.00 

194.25 

203. 80 

223. 58 

244.33 

2,000.00 

259.00 

271.74 

298. 12 

325.95 

2,500.00 

323.75 

339.67 

372. 00 

407.23 

3,000.00 

388.50 

407.60 

447. 16 

488.67 

3,500.00 

453.25 

475.54 

521. 68 

570. 10 

4,000.00 

518.00 

543.47 

596. 20 

651. 57 

5,000.00 

647.50 

679. 12 

745.30 

814.30 

6,000.00 

777.00 

815. 21 

894.35 

975. 60 

7,000.00 

906. 50 

951.07 

1,043.40 

1, 140. 25 

8,000.00 

1,036.00 

1,086.95 

1,192.47 

1,303.12 

9,000.00 

1, 165. 50 

1,222.80 

1,341.53 

1,46ft 02 

10,000.00 

1,295.00 

1,358.60 

1,490. 60 

1,628.92 


Table 6. — Annual partial payment necessary to amortize debt in 20 years at specified 

interest rates. 


Debt. 

5 per cent. 

6 per cent. 

8 per cent. 

10 per cent. 

$500. 00 

$40. 10 

$43.59 

$50.92 

$58. 72 

1,000.00 

80. 24 

87. 18 

101. 85 

117.33 

1,500.00 

120.36 

130. 77 

152. 77 

176. 18 

2,000.00 

160. 48 

174.36 

203.69 

234. 90 

2,500.00 

200.60 

217. 97 

254. 61 

293.63 

3,000.00 

240.73 

261.55 

305. 54 

352. 36 

3,500.00 

280. 86 

305. 14 

356. 46 

410. 99 

4,000.00 

320.97 

348. 73 

407.38 

469. 72 

5,000.00 

401. 21 

435. 91 

509.23 

587.26 

6,000.00 

481.46 

523. 10 

611. 08 

704. 72 

7,000.00 

561.70 

610. 28 

712. 92 

822.05 

8,000.00 

641.95 

697. 47 

814. 77 

939. 38 

9,000.00 

722. 19 

784.65 

916. 62 

1,057.09 

10,000.00 

802.43 

871. 84 

1,018.52 

1,173.36 


Table 7. — Annual partial payment necessary to amortize debt in 30 years at specified 

interest rates. 


Debt. 

5 per cent. 

6 per cent. 

8 per cent. 

10 per cent. 

$500.00 

$32. 52 

$36. 32 

$44. 41 

$53.04 

1,000. 00 

65. 05 

72. 65 

88. 82 

106.08 

1,500.00 

97. 58 

108. 97 

133. 23 

159. 11 

2,000.00 

130. 10 

145.29 

177.64 

212. 15 

2,500.00 

162. 63 

181. 62 

222. 07 

265. 19 

3,000.00 

195. 15 

217. 94 

266. 48 

318.23 

3,500.00 

227. 68 

254.26 

310. 89 

371.27 

4,000.00 

260. 21 

290.50 

355.29 

424. 31 

5,000.00 

325.26 

363.15 

444.11 

530. 39 

6,000.00 

390. 33 

435. 80 

532.93 

636. 47 

7,000.00 

455.37 

508.53 

621. 80 

742. 55 

8, 000.00 

520. 42 

581.18 

710. 62 

848. 62 

9, 000.00 

585. 48 

653.83 

799. 44 

954. 71 

10,000.00 

650.53 

726. 48 

888.29 

1, 060. 78 


If the buyer has a debt of $1,000 at 6 per cent interest to be paid 
in 10 years in equal annual payments he must raise $135.86 each year 
(See Table 5, column 3) ; if his debt of $1,000 is to run for 20 years 
the annual payment necessary will be $87.18; (Table 6, column 3) 
and if it is to run for 30 years the payment will be $72.65 (Table -7, 
column 3) . 

The purchaser may find in these tables the approximate annual 
payment he will have to meet if he knows the amount of the debt, 
the rate of interest, and the number of annual payments to be made 
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He will not make a mistake if he spends considerable time and care 
to satisfy himself that the farm under consideration will earn that 
amount each year. He should avoid a purchase contract that calls 
for a larger partial payment than the farm can earn. This does not 
apply to the man who can add to his income from outside sources. 
It is certainly not good business policy to promise to meet a payment 
each year that is larger than the annual net earnings of the farm will 
justify. Yet there are numerous examples of this practice. 8 The 
State Colonization Commission of California investigated 32 typical 
colonies. Out of nearly 1,000 settlers in the 8 older colonies who 
filled out the inquiry blank of the commission not one had been able 
to make the payments stipulated in the purchase contract. The 
settlers were working hard, living frugally, and getting more than 
average returns from their crops. Congress has recently found it 
necessary to enact legislation granting suspension of payments under 
certain conditions on irrigated lands in Government projects for a 
period of one year. 9 

More than 90 per cent of all the settlers paying for farms in a cer- 
tain large area on the deferred payment man found it necessary to 
ask for extensions of time. 

These conditions plainly indicate that the partial payments have 
not been adjusted to the earning power of the farm, that the neces- 
sary investment was not justified by the prospective earnings, and 
the general reaction has been bad. To the discouragement and 
mental distress caused by failure to meet the payments is added the 
expense and inconvenience of arranging for extensions of time and 
renewals. If the mortgagee is the Federal or State Government or a 
corporation and renewals and extensions are not insurmountably 
difficult the mortgagor is tempted to slacken his efforts to meet his 
obligations and to spend more money than he should, with a conse- 
quent loss of reliant self-respect and a lowering of morale. It is 
safer to face the situation squarely, to investigate as thoroughly as 
possible, and to exercise caution in making the purchase contract. 

If the farm to be purchased has been operated for a number of 
years or if there are similar farms in the neighborhood the purchaser 
may estimate approximately the farm income. If the land is part 
of an undeveloped region the hazard is greater and the amount of 
income is more or less of a guess. However, if some settlers are 
already established in the region and are making good they will 
be a valuable source of information for the newcomer. It is a fairly 
safe conclusion that the type of farming used and the average income 
of the successful settlers are about as good as the economic and 
physical conditions will support. 

If the available net income from the farm is equal to the sum that 
must be spent for family expenses and the partial payment demanded 
in the terms of payment the buyer may feel reasonably safe in making 
the attempt to pay for the farm. However, it is generally conceded 
that a farm in process of development rarely pays for its operation 
during the first three or four years. For a number of years after 
this the returns are apt to be low and the expense for improvements 
high. It is highly improbable that the operator will be able to meet 
partial payments from the earnings of the farm for at least three or 


8 Mead, Elwood: Helping Men Own Farms, p. 100. 1920. 
• Public Law No. 185, 67th Congress, Mar. 31, 1922. 
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four years. Some land development companies have met this situa- 
tion by collecting only the interest and taxes on the land during the 
first three years, making the partial payments begin at the end of 
the third year and extend over about 30 years. 

The advantages of small payments extending over a number of 
years are offset dj the larger sum total of interest that must be paid 
before the debt is canceled. The interest paid on an amortized 
debt may be calculated from Tables 4, 5 or 6 by multiplying the 
annual payment by the number of payments and subtracting from 
the product the amount of the debt. The' remainder is the portion 
of the total amount paid that has been used to pay interest. A 
debt of $500 bearing 8 per cent interest can be paid off in 10 years 
by annual payments of $74.52 (Table 5, column 4). At the end of 
the 10 years the purchaser will have paid $745.20, or $500 on the 
principal and $245.20 in interest. If the debt is to run for 20 years 
at 8 per cent, the payments must be $50.92. (Table 6, column 4). 
The total sum paid at the end of 20 years will amount to $1,018.40, 
or $500 on the principal and $518.40 interest. If it is to run 30 years 
the annual payment will be $44.41 (Table 7, column 4). The total 
amount paid during the 30 years will have amounted to $1,332.30 
or $500 on the principal and $832.30 interest monejr. The man 
whose farm yields a large income has the opportunity to make 
large partial payments, pay off in a short time and save interest. 
The man whose farm yields only a small income must extend the 
period of payments over a longer period and pay a larger sum of 
interest. This added interest increases materially the ultimate cost 
of land of mediocre productivity, even if the purchase price is rela- 
tively low. 

But in spite of the high price of land, and the relatively low returns 
from its cultivation there are many families who are willing to under- 
take long years of heavy work and to undergo many privations in 
order to have a farm or piece of land that they can call their own 
and to have it free from debt. This inherent love of land and im- 
patience with debt has no doubt been a strong influence in the 
acquisition and development of a large portion of the mediocre farm 
land in the United States and has brought many f amilies to a position 
of confidence and self respect in their communities. The willingness 
to struggle and persevere against unfavorable circumstances goes a 
long way toward offsetting the financial disadvantages apparent 
from the statistical calculations worked out according to the cold 
laws of economics. 

SOURCES OF CREDIT. 

Sources of credit in a young, undeveloped community are usually 
limited to local banks, local money-loaning companies, and land- 
settlement companies. Intimate personal sources, such as the 
relative who loans money on easy terms, the former owner who 
finances the young purchaser in order to make a sale, the well- 
established banker who has built up a reliable clientele by picking 
out promising young farmers and furnishing them capital for a larger 
business, are not usually found in a pioneer settlement. 

The money-loaning agencies that do business in such a place are 
likely to make their greatest profits by a quick turnover at high rates. 
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Personal interest in the settlers has not yet developed. The com- 
panies are usually operating on a very small margin, losses are im- 
minent, and for protection they must charge high rates of interest, 
loan, money for short terms, and in case of failure to meet payments, 
must foreclose. These conditions greatly increase the difficulty 
encountered by the settler in establishing himself. While strug- 
gling through the pioneer stage in developing his farm he must pay 
the highest rates for money borrowed under the most difficult terms 
at the very time when it is imperative that he have the easiest terms 
and the lowest rates. Tn practically every pioneer settlement 
failures and foreclosures are taken as a matter of course. So wide- 
spread is this condition that it has become a common saying that 
it takes three or four crops of settlers to make one permanent home- 
stead. 

LAND - SETTLEMENT COMPANIES. 

Many land-settlement companies, to save the reputation of their 
projects and facilitate marketing their land, have inaugurated systems 
of financial assistance for their settlers. Several companies in the 
Great Lakes cut-over sections have on the market "made-to-order" 
farms which they sell for amortizable mortgages. The company 
lays out the farms, puts in the necessary roads, makes small clearings 
on each farm varying from 10 to 90 per cent of the area, provides the 
necessary buildings, fences, and domestic water, and finances the 
farmer for domestic animals. If the settler continues to live on his 
farm and to add to his cleared acreage each year, he is required to 
pay only the taxes on the land and the interest on the company 
loan during the first three years of occupancy. After that time he 
begins to pay off the mortgage on the amortization plan and he has 
about 30 years in which to pay for his farm. 

This is not pure altruism on the part of the land companies. They 
make back their money, first, in asking an increased price for the 
land; second, in the increment on the value of unsold tracts sur- 
rounded by well-settled regions, and third, in the fact that under 
this plan failures to make good on the land are reduced to a minimum 
and company losses are lew. The settler is likely to be attracted 
by the large amount of credit and very easy terms of payment 
offered. This should not deter him from ascertaining whether the 
purchase price of the land is unreasonably high and whether the 
contract protects the company at his expense. Cases have been 
observed in which the settlers were compelled to pay far more than 
the value of the land justified in order to secure the necessary credit 
and favorable terms of repayment. 

Other companies follow the very different policy of selecting 
buyers only from among successful farmers in the Corn Belt who 
have considerable capital. In such cases sales are usually made 
on the basis of a large proportion of the purchase price paid down 
and the remainder in 1, 2, 3, or 4 years. Frequently the local banker 
in the community from which the settler comes is induced by the 
land company to finance the purchaser, or to buy the purchaser's 
notes from the land company. 

The purchase of land in new regions under agreements which 
require the settler to make large partial payments at short intervals 
is likely to be hazardous. When it is necessary for the purchaser 
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to renew his notes or mortgages, which is practically always the 
case, he is frequently put to great inconvenience and expense for 
commissions and fees. Sometimes the deed is retained by the 
company until a certain percentage of the debt has been wiped out. 
This leaves the company free to sell the land over again if the failing 
settler drops out of the transaction. 

STATE CREDIT. 

A number of States, among them Oklahoma, South Dakota, 
Washington, California, and Wyoming, have created funds to loan 
to settlers to help them acquire land. Each State has its own plan 
for administering the loan. 10 

FEDERAL LAND BANKS. 

Federal land banks 11 lend money on agricultural real estate up to 
half the appraised value of the land, and one-fifth the value of per- 
manent insured improvements. The borrower obtains his loan at an 
interest rate not more than 1 per cent above the interest rate paid on 
the bonds last issued by the Federal land bank. The maximum rate 
the borrower may pay as interest under the Federal farm loan act 
of 1916 is 6 per cent, but with the exception of a few years all new 
loans have been made at an interest rate less than 6 per cent, usually 
5| per cent. The borrower's payments include the interest on the 
debt and 1 per cent or more in addition to be applied to amortize 
the principal. For example, if the debt is $1,000 and the interest 
rate is 6 per cent, to be amortized in semiannual payments, the 
payments would be computed on a basis of 7 per cent — 6 per cent 
interest and 1 per cent to be applied on the principal, or semiannual 
payments of $35 each. The annual amount paid by the borrower 
remains constant but the proportion of it available to reduce the 
principal increases as the principal goes down. 

Table 8 shows the semiannual installment, the interest, the amount 
applied on the principal, and the amount of the principal still unpaid 
at the end of each six months on a $1,000 loan at 6 per cent interest 
payable in 33^ years. Allowance for the ruling of an interest rate 
less than 6 per cent modifies only the interest column. 


w For further information apply to the department of state of the State in which you are interested. 
11 See Appendix for list of Federal farm land banks. 
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Table 8. —Amortization table for $1,000 at 6 per cent interest with semiannual payments 

of $35. 


No. of install- 
ment. 


terest. 

Payment 

on 
principal. 

Balance. 

No. of install- 
ment. 

Interest. 

Payment 

on 
principal. 

Balance. 

$30.00 

$5.00 

$995.00 

34 

$21. 74 

$13. 26 

$711. 38 

29. 85 

5. 15 

989. 85 

35 

21.34 

13.66 

697. 72 

29.70 

5. 30 

984. 55 

36 

20.93 

14. 07 

683. 65 

29.54 

5.46 

979. 09 

37 

20. 51 

14.49 

669. 16 

29.37 

5.63 

973. 46 

38 

20. 07 

14.93 

654.23 

29.20 

5.80 

967. 66 

39 

19.63 

15. 37 

638.86 

29.03 

5.97 

961. 69 

40 

19. 16 

15.84 

623.02 

28.85 

6.15 

955. 54 

41 

18. 69 

16.31 

606. 71 

28.67 

6. 33 

949. 21 

42 

18. 20 

16. 80 

589. 91 

28. 48 

6. 52 

942. 69 

43 

17. 70 

17. 30 

572. 61 

28.28 

6. 72 

935. 97 

44 

17. 18 

17. 82 

554.79 

28. 08 

6. 92 

929. 05 

45 

16.64 

18. 36 

536. 43 

27. 87 

7. 13 

921. 92 

46 

16.09 

18.91 

517. 52 

27.66 

7.34 

914. 58 

47 

15.53 

19. 47 

498. 05 

27.44 

7.56 

907. 02 

48 

14. 94 

20.06 

477.99 

27.21 

7.79 

899. 23 

49 

14. 34 

20. 66 

457. 33 

26.98 

8.02 

891. 21 

50 

13. 72 

21.28 

436. 05 

26.74 

8. 26 

882. 95 

51 

13. 08 

21.92 

414. 13 

26.49 

8. 51 

874.44 

52 

12. 42 

22. 58 

391. 55 

26.23 

8. 77 

865.67 

53 

11. 75 

23. 25 

368. 30 

25.97 

9.03 

856. 64 

54 

11.05 

23. 95 

344. 35 

25. 70 

9. 30 

847. 34 

55 

10. 33 

24.67 

319. 68 

25.42 

9. 58 

837. 76 

56 

9. 59 

25. 41 

294.27 

25. 13 

9.87 

827. 89 

57 

8.83 

26. 17 

268. 10 

24.84 

10. 16 

817. 73 

58 

8.04 

26.96 

241. 14 

24.53 

10. 47 

807. 26 

59 

7.23 

27. 77 

213. 37 

24. 22 

10. 78 

796.48 

60 

6.40 

28. 60 

184.77 

23.89 

11.11 

785. 37 

61 

5.54 

29.46 

155. 31 

23. 55 

11.44 

773. 93 

62 

4.66 

30. 34 

124.97 

23. 22 

11. 78 

762. 15 

63 

3. 75 

31. 25 

93. 72 

22.86 

12. 14 

750. 01 

64 

2. 81 

32. 19 

61.53 

22. 50 

12. 50 

737. 51 

65 

1.85 

33.15 

28. 38 

22. 13 

12.87 

724. 64 

66 

.85 

28. 38 





Land acquired under any of the homestead acts can not be used as 
security for a land bank loan until after final proof has been made and 
a title granted. To make final proof requires three-years' residence 
and a designated amount of development and cultivation. This three- 
year period is the time in which the settler could use an easy loan to 
the best advantage. But, under the present regulations of the loans, 
the pioneer can not benefit from the Federal land bank loans until 
after he has weathered the most trying period of his settlement. 

Loans may be granted on State and school lands, on lands pur- 
chased from Indians, and on raw lands purchased from private 
owners as soon as title is granted, which may be within a very short 
time after the bid for the land is filed. 

Land bank loans have not been used extensively for the purpose of 
purchasing land. 12 An analysis of 78 per cent of the total number of 
loans from the time of the organization of the Federal land banks to 
November 30, 1919, indicates that only 13 per cent of the amount 
thus loaned was for the purpose of purchasing farm land. Of those 
borrowing to buy land about two-thirds already owned other farm 
land. There is, however, a gradual steady upward trend in the 
amount of the loans used to buy land, and it is reasonably safe to 
believe that this function of the loan will become more and more 
popular as the advantages come to be more widely known. The 
great difficulty seems to lie in the regulations that land bank loans 
are granted only on first mortgages and only up to half the appraised 
value of the land and 20 per cent of the value of insured permanent 


i 2 Gray, L.C., and Turner, Howard A.: Buying Farms with Land Bank Loans. U. S. Department of 
Agriculture, Bulletin No. 968. 1921. 
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improvements. 13 Persons borrowing specifically to buy land ob- 
tained an average of only 43 per cent of the total value of land and 
improvements. Moreover, it is generally recognized that the ap- 
praised value is conservative. 

There are ways of overcoming these difficulties and the advantages 
to be gained by using the farm loan system outweigh the difficulties. 
Prominent among the advantages is the low interest rate. The average 
prevailing rate charged by commercial banks 14 in the United States is 
7.23 per cent. A difference of but 1J per cent in the rate of interest 
may seem trifling, but when it is stated in results of compound interest 
for a period of 30 years it looms large. A loan of $1,000 at 6 per cent 
compound interest will amount to $1,790.80 in 10 years; to $3,207.10 
in 20 years; and to $5,743.50 in 30 years. A loan of $1,000 at 7.23 per 
cent interest will amount to $2,009.84 in 10 years, or $219 more than 
at 6 per cent; to $4,027.91 in 20 years, or $820.81 more than at 6 per 
cent; and to $8,126.87 in 30 years, or $2,383.37 more than at 6 per 
cent. 

The difference between the total amounts paid on a straight loan of 
$1,000 for 33 i years at 6 per cent and on an amortized loan is shown 
below. 

Under straight loan plan: 

33J annual interest payments of $60 each $2, 010. 00 

Principal 1,000.00 

Total 3,010.00 

Under amortized plan: 

Semiannual installments of $35, paying interest and 

principal 2, 304 . 23 

Difference - 705.77 

Or at the prevailing rate of 7.23 per cent interest the saving would 
be— 

Under straight loan plan: 

33£ annual interest payments of $72.30 each $2, 422.05 

Principal 1,000.00 

Total 3,422.05 

Under amortized plan : 

Semiannual installments of $35, paying interest and 
principal 2,304.23 

Difference 1, 117. 82 

In some semiarid and other undeveloped regions interest rates run 
as high as 9 or 10 per cent. At 9 per cent interest the saving would 
be — 

Under straight loan plan: 

33* annual interest payments of $90 each $3, 015. 00 

Principal 1,000.00 

Total.. 4,015.00 

Under amortized plan: 

Semiannual installments of $35, paying interest and 

principal 2,304.23 

Difference 1, 710. 77 


13 Gray. L. C: Helping Landless Farmers to Own Farms. Separate No. 844, Yearbook of U. S. Depart- 
ment of Agriculture. 1920. ^ , , _ . , 

m Valgren, V. N., and Engelbert, Elmer E.: Farm Mortgage Loans by Banks, Insurance Companies, ana 
Other Agencies. U. S. Department of Agriculture, Bulletin No. 1047. 1921. 
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The farmer who manages to borrow $1,000 from the Federal land 
bank saves $1,117.82 in the actual money used to pay principal and 
interest over a like straight loan at the prevailing interest of 7.23 per 
cent for the same length of time on terms of no renewals, commissions, 
etc. Since the farm bank loan is contracted in the beginning to run 
for 35 years there is no opportunity to increase the interest rate at the 
time of renewals. No interest is collected on a Federal farm loan until 
the end of the first partial payment period. 

The long term of the Federal land bank loan has two distinct advan- 
tages. First, it is adapted to the slow earning power of agricultural 
investments and there are no fees and commissions for renewals. 
The second advantage, which can not be measured in money but 
which adds to the managerial ability of the mortgagor, is the freedom 
from worry and mental distress which usually accompanies renewal 
transactions. 

Under the amortization plan, the borrower, at the end of the fifth 

J ear, may increase his installments if he has the money, even though 
e has no more than $25 to add to the payment, thereby shortening 
the term of the loan and decreasing his interest. By this regulation 
the length of term of the loan is entirely controlled by the borrower. 
If he is prosperous and his earnings exceed his expectations, even by a 
small amount, he has the opportunity to pay off his mortgage that 
much more rapidly. If interest rates decline, the land bank borrower 
may refund his loan at the reduced rate through the same bank. 

A striking demonstration of the benefits of the amortization plan of 
repayment is presented by marking out on a plat of the farm, the plot 
of land freed from debt by each payment (fig. 3) . On a debt of $1,000 
(see Table 8) the first semiannual payment of $35 pays the interest and 
$5 on the principal. On a farm of 100 acres each acre is covered by 
$10 debt. On the plat the half acre cleared by this $5 paid on the 
principal might be measured off after this payment and be regarded 
as belonging without encumbrance to the family. As each install- 
ment is met and the principal of the mortgage is whittled down the 
area thus regarded as cleared enlarges, although to be sure, the area 
actually covered by the loan is modified, if at all only on those rare 
occasions when a new contract is made with the land bank. 

Striking evidence of the economy of amortization is brought out 
when it is shown that by the first installment, after the interest is paid, 
only half an acre is cleared of debt. One acre is cleared by the twenty- 
fifth installment, making the total cleared 18 acres; 2 acres by the 
forty-eighth installment, making the total cleared 52 acres, and more 
than 3 acres by the sixty-second installment, after which only 14 
acres remain to be cleared. This is a tangible showing to the family 
of what each installment actually accomplishes and may add zest to 
the accumulation of the sums of money necessary to make payments. 

The payments are comparatively small and are gauged to the earn- 
ing capacity of the farm. They are equally distributed as to time of 

Eayment and amount and can be conveniently adjusted to the farm 
usiness. The final payment is usually less than the preceding ones 
and the mortgage is quietly canceled without the usual large final 
payment that upsets the business of the farm and which in many cases 
is accumulated at the expense of operating and replacement capital. 
The danger from foreclosure is much less than under ordinary farm 
mortgage loans. 
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SECOND MORTGAGES. 

The buyer with limited capital may augment his loan from the Fed- 
eral land bank by obtaining money on a second mortgage. In an in- 
vestigation carried on by the Bureau of Agricultural Economics in 
which 1,008 cases were studied, 531 borrowers from the farm loan 
banks had obtained additional loans on second mortgages. Of these 
cases 78 per cent of the second mortgages were held by sellers of the 
land. The buyers obtained an average of 43 per cent of the purchase 
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fiG. 3.— Plat of 100-acre farm bearing a debt of $1,000 or $10 per acre. Each large square represents 1 acre; 
each small square represents one one-hundredth of an acre with a debt of 10 cents. The numbered blocks 
show the area of land which in figurative language might be said to be cleared of debt by each succes- 
sive semiannual payment of $35, after deducting the interest. Actual change in the area covered by the 
loan is, of course, effected only by new contracts with the land bank. 


price from the farm loan banks, and had sufficient cash or trade to put 
into the purchase to reduce the second mortgage to 39.7 per cent or 
less of the purchase price. This looks on the surface like a large 
amount of money to grant to the mortgagor on the precarious security 
of a second mortgage. This attitude is emphasized by the fact that 
second mortgages are not popular with the investing public and but 
little commercial machinery has been evolved for handling them. 
They are usually granted under the most unfavorable terms and at 
higher interest rates than first mortgages. This does not hold good 
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if the second mortgage is taken by the seller of the farm or by a 
relative. 

In a study made recently 15 it was shown that out of 531 buyers who 
gave second mortgages 78 per cent of the mortgages were taken by the 
sellers and only 22 per cent were taken by others than sellers of the 
land. When sellers of the land accept a second mortgage in part pay- 
ment they are frequently willing to give favorable terms of credit 
because they are anxious to effect a sale. In the study cited above, 
the tendency toward favorable terms in second mortgages held by 
sellers of farm land is shown by the average interest rate of 6.6 per 
cent, compared with an average of 7.2 per cent on mortgages held by 
persons other than sellers. 

If the prospective settler is purchasing from a settlement or a 
development company that makes a practice of financing the settler, 
it would be mutually advantageous to purchaser and seller for the 
buyer to borrow from the company on a second mortgage and to use 
the first mortgage for borrowing from the Federal land bank. Under 
these circumstances the second loan that the settler needed to take 
from the company would be materially less than the amount required 
if the settler could no t^use the farm loan system; the borrower would 
be enabled to develop his farm to better advantage because of the 
larger amount of available credit supplied by the two sources and 
easy terms; hence his payments to the company should be more 
frequent and regular. 

In the case of a farm in process of development on which the acreage 
of improved land is being increased, and on which equipment is being 
placed, the farm steadily increases in producing value and the security 
of both mortgages also increases. Moreover, such increment in 
value as may result from closer settlement reduces the risk for both 
mortgages. Foreclosure is not likely in the case of the land-bank 
mortgages since there is no large final payment at the end of the term 
of the loan and the settler is better able to concentrate on the repay- 
ment of the second mortgage. 

If an occasional settler fails to meet his annual installments and 
taxes, water assessments or other legitimate charges against the 
land the holder of the second mortgage is in a position to assume the 
responsibility of the first mortgage and dispose of the farm a second 
time, through the macnmery already set up, for selling the land. In 
some States, California for instance, the borrower has 12 months in 
which to redeem his farm after the sale of foreclosure is made. 

The prospects for paying off the second mortgage are good because 
the interest rate and partial payments on the first mortgage are small 
and are spread over along period, usually 33^ years. The annual in- 
stallments are equal in amount and comparatively small so that the 
farm management may be adjusted to meet them regularly and pro- 
vide a margin for meeting the payments on the second mortgage. 

There is no law prohibiting the mortgagor from paying in entirety 
and canceling the second mortgage before the first is paid. This 
arrangement is of especial advantage to the settler developing raw 
land. The early spurts of energy and of outside work, coupled with 
the frugal living and self-denial more common to the pioneer period, 
may result in an accumulation of money sufficient to pay off the 


i*Gray, L. C.,and Turner, Howard A.: Buying Farms with Land Bank Loans. U. S. Department 
of Agriculture, Bulletin No. 968. 1921. 


Buying a Farm in an Undeveloped Region. 


27 


second mortgage. Following this the operator may settle down to 
the long steady pull necessary to meet the regular installments of 
the first mortgage and to develop and equip his farm and home com- 
mensurate with the standards 01 closer settlement. 

However, it should be clear that the personal equation of the 
settler and his family plays an important part in the value and risk of 
the second mortgage. Take the following case: A young farmer buys 
a quarter section of cut-over land at $15 per acre, amounting in all 
to $2,400. He takes out a Federal land loan of $1,000 on which he 
agrees to pay semiannual installments of $35 including interest on 
the principal at 6 per cent, the rest of the installment to be 
applied on the principal. After reserving sufficient working capital 
he pays $900 of his own cash on the land and gives a second mortgage 
for $500 to run five years at 8 per cent. By dint of hard work, self- 
denial, and frugal living he succeeds in meeting his annual payments 
on the first mortgage and wipes out the second mortgage at the end 
of five years. 

This means that, if the second mortgage is also on the amortization 
plan, he has made annual payments on it of $124.45, or a sum total of 
about $625. If it is a straight mortgage loan at 8 per cent interest 
payable annually he will have paid a sum total on the second mort- 
gage of $700. At the end of the five years the financial status of the 
farm is as follows. The second mortgage is paid; according to 
Table 8 the semiannual installments of $35 each have kept up the 
interest on the first mortgage and reduced the principal to $942.69, 
or by $57.31. 

If the settler and his family are physically and temperamentally 
unable to put forth the effort necessary to meet the situation through 
the long period of making payments the risk is great for the mortgagee 
even on a good farm under good conditions. 

The borrower must always remember that he is asking the second 
mortgagee to take some risk. In a new region there is always the 
possibility, more or less remote, that the developers did not guess 
right and that the project may not be successful. The company's 
willingness to consider a second mortgage might be used by the pro- 
spective buyer as a criterion of the company's faith in its own project. 
In spite of the possibilities of a new region and the good faith of the 
developers, slumps in real estate values due to fluctuating economic 
conditions may occur. Ordinarily the first-mortgage loans of Fed- 
eral land banks are made on security so ample that there is little like- 
lihood of loss on any individual mortgage. Furthermore, since the 
loan is made for the purpose of buying the land, the first and second 
mortgages are likely to be made at the same time and to be based on 
the same appraisal, giving to the lender on second mortgage the 
assurance of a conservative appraisement of the security of his loan. 
The joint stock banks frequently have connections with facilities 
for handling second mortgages, which is an advantage to the mort- 
gagor. 

There are many arguments against easy credit for farmers who are 
starting in an untried region or in precarious times, but, on the other 
hand, there is evidence that a very large percentage of the failures 
on dry-farming homesteads, on irrigated claims, and on cut-over farms 
can be traced to lack of working capital available for the operator 
and to his inability to get suitable credit. 
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ADVANTAGES OF ACQUIRING INFORMATION AND 
EXPERIENCE. 

Not only does the would-be farmer sometimes lack capital, but he 
frequently lacks knowledge and experience. Farming is a complex 
business involving considerable capital in the way of perishable 
material. Mistakes are costly. Most of the agricultural land re- 
maining to be developed must be farmed by especially adapted 
methods. To succeed by dry farming, which should be combined 
with livestock raising, or to make money on a stock-raising home- 
stead, the settler must understand livestock and the art of growing 
crops with but little moisture. Farming by irrigation is a trade in 
itself, and the successful management of a mixed dairy farm in the 
cut-over lands has been reduced to a science. ' 

The operator who succeeds in any of these lines must know his 
business. The man who invests his entire savings and takes on 
heavy obligations to enter a business about which he knows nothing 
is taking a heavy risk. He may succeed "by main strength and 
awkwardness/ ' or if he can hold out long enough he may learn by 
the trial and error method. In any case the pioneer stage is long 
drawn out, time and money are spent uselessly, and capital is jeop- 
ardized while the operator is learning what he should nave known 
before he started out for himself. 

The prospective settler without information and experience may 
find it to his advantage to work for some successful settler for at 
least one crop season until he has learned something of the art of 
handling livestock and growing crops and has gained an insight into 
the business of farming. After this probationary period of working 
under supervision he might try out his own managerial skill by renting 
a farm and using enough of his capital to buy equipment and live- 
stock. At the end of the second or third year 01 working out and 
renting he should be sufficiently sure of himself to invest in land of 
his own, provided he can finance the deal. 

During this period he should have added to his capital as well as his 
information. He should know where to select the best land in the 
neighborhood, the actual market value of the different types of land, 
and where he can get the best terms if he needs credit. At the same 
time he will have established himself among the local business men 
and credit companies and should be able to get credit for goods or to 
borrow money at much less expense to himself than if he were un- 
known. Mortgagees are frequently more likely to take a bigger risk 
at a lower rate of interest if the reputation of the mortgagor is known 
and if the mortgagor has a thorough knowledge of the agriculture in 
which he engages. The quickest, easiest, and cheapest methods of 
getting this information are usually practical experience on a farm 
under skilled supervision and at agricultural colleges. 

It may seem that this way of entering into farm ownership takes 
too much time and that the sooner the purchaser can get land of his 
own the nearer he is to independence. Many settlers are adverse to 
working under direction, and this very feeling may prompt them to 
undertake the hardships of an undeveloped region. However, it is 
well to remember that there is no harder task master than debt if the 
debtor has difficulty in meeting his obligations. Information and 
skill are acquired with less loss of time and at less cost under an 
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experienced farmer than by undirected and unskilled experimenting. 
Unencumbered ownership is frequently delayed much longer if the 
settler attempts to teach himself than if he goes to his land with some 
knowledge of his business. The advantage of accumulating infor- 
mation and capital at the same time is worth much. 

A census of the farms of the United States for the purpose of finding 
the methods of acquiring ownership would probably show that a 
very large percentage of the present-day farm owners began either as 
hired men on farms or as tenants. For instance, a study of 16 418 
farms operated by owners, in Jefferson County, N. Y., snowed the 
following facts: Eighteen began as owners, 33 accumulated the price 
of the farm at other than farm labor, 132 began as hired men and then 
became owners, 67 began as tenants, and 168 began as hired men, 
became tenants, and then owners. Of the 418 owners 367 went 
through either one or both of the hired-man-tenant stages and only 
51 began as owners. It is also possible that some of the 51 who began 
as owners were sons of operating farmers. Other farm surveys in 
different parts of the country show much the same process of acquiring 
farm ownership. 

Experience and capital are as necessary to acquiring ownership of 
farm land as are courage, perseverance, and the desire to acquire 
ownership. Hundreds and hundreds of abandoned claims in the 
dry-farming regions and cut-over areas, and hundreds of applications 
for time extensions to meet payments on irrigated homesteads give 
striking evidence of the inability of many settlers to make good. 
This process may eventually result in getting only the best permanent 
settlers on the land and in selecting and occupying only the more 
productive land. Nevertheless, it is a wasteful and expensive prac- 
tice and is a harsh experience for the settlers who fail. Without 
doubt, a large percentage of these failures might have been avoided 
if the land had been classified and if the prospective settler had waited 
until he had accumulated the necessary capital or credit, and had 
learned something at least of the rudiments of working the land 
before he invested his all in an untried venture. 

A prospective settler, with or without experience in farming, 
whether he has a large or small amount of capital, will save both time 
and money for himself and guard himself against loss through mis- 
takes by taking ample time to investigate the country and the agri- 
cultural conditions of the region before he acquires a farm in the 
undeveloped lands of the United States. 17 


16 American Economic Review, vol. 8, No. 1, p. 108. March, 1918. 

17 For general information concerning lands available for settlement see Farmers' Bulletin No. 1271. 
Farm Lands Available for Settlement. 


APPENDIX. 


List of Federal land banks. 


Location. 

States in the district. 

1. Springfield, Mass 

2. Baltimore, Md 

3. Columbia, S. C 

4. Louisville, Ky 

5. New Orleans, La 

6. St. Louis, Mo 

7. St. Paul, Minn 

8. Omaha, Nebr 

9. Wichita, Kans 

10. Houston, Tex 

11. Berkeley, Calif 

12. Spokane, Wash 

Maine. New Hanmshire Vermont, TVfas«yiphn<iAf-tG "Rhrvia Toion/i rnntinfif^nf 
New York, New Jersey. 

Pennsylvania, Virginia, West Virginia, Marvland, Delaware, District of Co- 
lumbia. 

North Carolina, South Carolina, Georgia, Florida. 

Tennessee, Kentucky, Indiana, Ohio. 

Alabama, Louisiana, Mississippi. 

Illinois, Missouri, Arkansas. 

North Dakota, Minnesota, Wisconsin, Michigan. 

Iowa, Nebraska, South Dakota, Wyoming. " 

Kansas, Oklahoma, Colorado, New Mexico. 

Texas. 

California, Utah, Nevada, Arizona. 
Idaho, Montana, Oregon, Washington. 
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